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THE NATURAL RATE OF WAGES. 

IN his chapter on " Popular Remedies for Low Wages " 
John Stuart Mill described a certain " considerable body of 
existing opinion on the subject." The opinion here referred 
to was not critical opinion merely, it was also opinion as an 
active force. Taking form in legislation, or, less coercively, in 
moral influence, it undertook to provide that the workman 
should have " reasonable " or " sufficient " wages. That is, it 
was exerted to maintain wages " above the point to which they 
would be brought by competition." 

As in Mr. Mill's time, so now, there are two sets of forces 
operating with reference to the rate of wages. One set is com- 
posed of the forces of competition. Their action is automatic. 
Their resultant is a mechanical equilibrium. The other forces 
are self-conscious forms of human feeling and opinion. They 
set up a standard of justice, and take form in moral judgments, 
appeals to reason, the policy of labor organizations, legislation, 
and administration. Whatever their efficacy for good or ill, the 
self-conscious forces are acquiring an increasing prominence. 

In regard to these two kinds of forces that make, or are 
supposed to make, the rate of wages, we may discover three 
different views among economic thinkers. 

By economists of severely deductive habits and somewhat 
reactionary tendencies, the self-conscious forces are dismissed 
as of no importance except as a disturbing element. They are 
regarded as impotent to affect the rate of wages in the long run. 
Competition is held to be the only agency that needs to be con- 
sidered, because, sooner or later, the rate of wages will be made 
inexorably, in the outworking of an automatic natural process. 

Another class of thinkers, if we may call them such, deniers 
of natural law in the social world, reach the opposite conclusion. 
Competition they regard as a kind of human conduct that can 
be checked and presently made end of, like crime or intemper- 



THE NATURAL RATE OF WAGES. 62 1 

ance. The self-conscious social efforts are believed to be quite 
sufficient, if fully put forth, to make the rate of wages, so far 
as the making is an affair of distributing a certain total product 
among the parties engaged in its production. 

According to a third and middle view, the self-conscious 
forces sustain some relation to the physical and automatic forces 
by way of limitation and supplement. Just what this relation 
is, is a fact for scientific investigation to determine. 

In science, as in practical affairs, the mean hypothesis is 
often more promising than either extreme, and it certainly is so 
in the highly complex sciences of social phenomena. Assuming 
then, provisionally, that the rate of wages is the resultant of 
competitive and moral forces acting simultaneously, the true 
wages problem, as it presents itself to the economist to-day, 
is to resolve this resultant, and ascertain whether it lies mainly 
within the projection of the competitive, or mainly within the 
projection of the moral forces. 

I. 

We may conveniently begin the study of this problem by 
examining the standards of ideal, or just, wages, that are set 
up, and attempting to decide what, if any, is their common and 
valid content. We may then study the competitive process as 
it goes on in the absence of consciously imposed restrictions 
and ascertain how nearly the results approximate to the ideal. 
Lastly, we may inquire whether the application of the self- 
conscious forces serves, or can serve, to make the approximation 
more complete. 

We are so accustomed to make a sharp distinction between 
the communistic and the individualistic ideals of society that it 
may seem absurd to affirm that, within rather broad limits, there 
is no absolute contradiction between the communistic rule : 
" From each according to his abilities, to each according to his 
needs," and the individualistic rule : " To each according to the 
value of his work." But if we go back to organic principles we 
shall soon discover that, as a general and average fact, the one 
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rule cannot mean anything else than the other, and that, so far 
as the two do not coincide they correct each other. Taking 
the phenomena of life as a whole, there is, and must be, an 
equivalence between needs and work, and an equivalence 
between the satisfaction of needs and the existence of abilities 
to work. Needs are, in general, but the requirements of certain 
things to replace the tissue consumed in physical and mental 
efforts, or to build up and develop tissue for greater future 
efforts. These efforts, adjusted to useful ends, are work, and 
apart from work, therefore, there are no genuine needs. Ex- 
cepting the needs of childhood, old age and misfortune — excep- 
tions more nominal than real — desires or requirements for other 
ends than those of useful service for self or others are pseudo- 
needs, illegitimate in economy as in ethics. The satisfaction 
of needs is not limited, however, to the mere restitution of an 
exact equivalent of human energy already expended. To some 
extent it anticipates work to be done. Nature makes generous 
advances to her children, but inexorably enforces payment. 1 
A given amount of food contains more energy, usually, to be 
set free through its consumption, than was expended in obtain- 
ing it. Consequently, the value of work is usually a little more 
than the value of the antecedent work from which it was evolved. 
To these advances persistently utilized — advances converted 
into abilities, abilities in turn put forth in work — the progress 
of mankind from savagery to civilization has been due. 

Occasional and individual misadjustments between needs and 
work are sure to occur, because social changes make misadjust- 
ments of every possible kind. It is in order then to inquire 
how the misadjustment comes about, and what is its true cor- 
rection. It may be that men whose needs have been and are 
fully supplied are not converting their supplied into an equiva- 
lent of useful work, or it may be that men who are willing to 
work and have the will to develop their abilities beyond present 

1 Professor Sumner's assertion : " Whenever nature yields to man an atom which 
he has not earned, or advances it one second of time before he has earned it, we may 
all turn socialists and utopists" (Collected Essays in Political and Social Science, 
p. 50), contradicts the truth of both biology and history. 
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limits are inadequately supplied with what they need. Obviously 
the remedy in the one case is to bring educational disciplines 
to bear; in the other to correct, as far as possible, errors in 
distribution. The correction belongs for the most part within 
the sphere of moral effort, education, and philanthropy. It 
belongs to economic effort so far as the value of the laborer's 
work falls below the amount that will both recompense him for 
energy expended, and afford him something for the development 
of his potential abilities ; for this is its natural value, the value 
nature commonly gives it. The rule of ideal distribution is, to 
each according to the full natural value of his work. 



II. 

Such being the ideal, how far does the competitive process 
tend to make it actual? What is the rate of wages in the 
absence of self-conscious agencies acting in other than com- 
petitive ways ? 

English political economy has always more or less distinctly 
affirmed that in any society there is a certain natural rate of 
wages. The first description of natural wages was strikingly 
different from the definition that soon after gained acceptance. 
It was Adam Smith's saying, — the first sentence in his discus- 
sion of wages, — that " the produce of labor constitutes the 
natural recompense or wages of labor," and was made in view 
of " that original state of things " when there was neither land- 
lord nor master, and the whole produce of industry belonged 
to the laborer. The truth, so fundamental in our modern 
philosophy of wages, that in a later industrial state also — 
when the active population has been differentiated into vari- 
ous classes of employers and employed — the wages of the 
laborer are still approximately equivalent to what he produces, 
is not worked out in The Wealth of Nations. If Adam 
Smith ever distinctly perceived that the employer's profit is 
value created by his own services, not by the laborer's exer- 
tions, the idea was no link in the chain of thought that took 
shape in the chapter on wages. Consequently, in treating of 
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labor as conditioned by landlord and master, his thought gravi- 
tates to the minimum limit to which wages can be forced by 
competition. "There is, however," he says, "a certain rate 
below which it seems impossible to reduce, for any considera- 
ble time, the ordinary wages even of the lowest species of 
labor." This rate is the wage that will maintain the laborer, 
and enable him to rear another laborer to take his place in the 
next generation. If the wealth of a country were stationary, 
the competition of the laborers and the interest of the masters 
would soon reduce wages to this lowest rate which is consistent 
with common humanity. If wealth is increasing, and so long 
as it continues to increase, wages will be above the minimum. 
If wealth were decreasing, wages would fall below the lowest 
humane rate until, by famine, " the number of inhabitants in 
the country was reduced to what could easily be maintained by 
the revenue and stock which remained in it." * 

This analysis was seized upon by Ricardo, who condensed it 
into a definition. Giving a new, and, as it proved, permanent 
meaning to the term " natural " which Adam Smith had used 
in a sense so different, Ricardo defined natural wages as " that 
price which is necessary to enable the laborers, one with another, 
to subsist and to perpetuate their race without either increase 
or diminution." 2 To its author this definition meant a great 
deal more than the words explicitly affirm. Saying nothing of 
Ricardo's analysis of minimum wages in terms of food, which 
we need not follow, it is plain that the limit below which he 
supposed wages could not permanently fall is considerably above 
the minimum described by Adam Smith. He assumed that the 
laborer was master of the minimum rate below which wages 
could not be permanently lowered. " It is not to be under- 
stood," he said, "that the natural price of labor, estimated 
even in food and necessaries, is absolutely fixed and constant. 
It varies at different times in the same country, and very mate- 
rially differs in different countries. It essentially depends on 
the habits and customs of the people." It is safe to say that 

1 The Wealth of Nations, chapter viii. 

2 Principles of Political Economy and Taxation, chapter v. 
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if this last assumption of Ricardo's had been warranted by the 
facts of the actual industrial world, English political economy 
would have escaped the wrath of humanitarians and the name 
of a dismal science. But when John Stuart Mill restated and 
elaborated the body of doctrine evolved by his predecessors, he 
was not long in proving that the moral minimum of wages was 
a myth. Any disadvantageous change in the circumstances of 
laborers, — that is, any reduction of actual below natural wages, 
— he pointed out, "may permanently lower the standard of living 
of the class in case their previous habits in respect of popula- 
tion prove stronger than their previous habits in respect of com- 
fort. In that case the injury done will be permanent, and their 
deteriorated condition will become a new minimum tending to 
perpetuate itself as the more ample minimum did before ; " x and 
this has happened and does happen so frequently as to render 
all propositions ascribing a self-repairing quality to the calami- 
ties which befall the laboring classes, practically of no validity. 

III. 

Yet it does not follow that there is not a true natural rate of 
wages, well above the limit at which a man must starve or beg. 
There is a soul of truth in Ricardo's idea, and it happens to be 
the only part of the doctrine that the economist, as such, is 
really concerned with. Far above the limit of mere subsistence 
there is a limit below which the permanent reduction of wages 
is uneconomical. The maximum production of wealth depends 
on the most complete and perfect division of labor, and the 
division of labor depends not only on the extent of the market 
but on the size of the population. The extent of the market 
itself depends on the size of the producing and consuming popu- 
lation, and an occupation can become differentiated from allied 
occupations and developed into a distinct trade, business, or 
profession, only when there is a considerable number of persons 
to engage in it. There is, therefore, a limit below which the 
reduction of the laboring population reduces the incomes not 

1 Principles of Political Economy, book ii, chapter xi. 
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only of laborers themselves but of all classes in the community. 
The farmer cannot develop the resources of his land, or the 
manufacturer increase his product. The reward of management 
is curtailed and interest reduced. Again, there is for each 
laborer a maximum efficiency in proportion to his consumption. 
Up to a certain point the more real wages put into him the 
more useful service can be gotten out of him. To quote once 
more from Adam Smith, the industrial experience of a century 
has been but cumulative proof of his saying : " A plentiful sub- 
sistence increases the bodily strength of the laborer, and the 
comfortable hope of bettering his condition and of ending his 
days in ease and plenty animates him to exert that strength to 
the utmost." 1 As statistical science and methods improve, it 
should be possible to ascertain the economical rate of wages 
for any given occupation at any given time, and with a fair 
approximation to accuracy, by means of statistical averages 
drawn from selected results. These would include statistics of 
the cost of labor of the same nationality, employed under sub- 
stantially similar conditions except differences of real wages. 

Now this economical rate is none other than the ethical rate. 
To give the laborer the wage that calls out his full efficiency 
and affords him a comfortable hope for old age, is to give him 
no less than that sum which is sufficient to develop his potential 
abilities. In communities accustomed to change and progress, 
the actual rate of wages must equal this ethical and economical 
rate, or fall very much below it. Where the ideas and aspira- 
tions of the successful are communicated to all classes the 
laborer can never remain in an equilibrium of contentment. 
The stimulus and tone of his life is the prospect of doing better. 
Remove that stimulus and he does not simply remain a station- 
ary economic quantity, he deteriorates from that moment. His 
efficiency is impaired, he adds less and less to the world's sum 
total of wealth. Losing the ambition to do as well as he can, 
he loses also the ambition to live as well as he can, to make the 
most of what he has. He falls into unsanitary habits. His 
vitality and that of his children is impaired, and, while he may 

1 The Wealth of Nations, chapter viii. 
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have as many children as he would have if living in wholesome 
prosperity, not as many of them will survive to maturity. Both 
in efficiency and in numbers the labor force is diminished, and 
the total production of society is lessened. Consequently, in a 
community advancing in wealth and refinement, that cannot be 
an economical rate of wages which is insufficient to enable the 
workingman to share in the general expansion of life. 

Giving to the laborer the full natural value of his work, the 
economical rate of wages is no less than the produce of his 
labor. The economical rate, moreover, is the rate to which 
wages actually would conform if competition were governed 
only by the expectation of gain, and the losses of excessive 
competition could not be shifted by the competitors upon others. 
Competition carried to the extent of keeping wages as low as 
this rate is beneficial to all. It forces men to make the most 
of their opportunities, it sharpens thought and disciplines char- 
acter, and calls the creative powers into fullest action. Carried 
the least degree farther, competition merely deadens and 
destroys, and the majority of men do not habitually carry 
competition to destructive lengths when acting freely by the 
impulse of natural motives. The economic limit of competition 
is its natural limit — not always its actual limit — and the rate 
of wages made by competition restricted within this limit is a 
natural rate. 

Therefore, in the fullest sense, the economical rate is at once 
the true natural and the true ethical rate of wages. Stripped 
of fallacy and rightly developed, the Ricardian doctrine of 
natural wages is identical with the earlier affirmation of Adam 
Smith. The natural remuneration of the laborer is the produce 
of his labor, and in an improving society this produce is not less 
than the " reasonable " and " sufficient " wages which humani- 
tarian feeling demands. 

IV. 

Let us now inquire to what extent the actual rate of wages, 
so far as competition determines it, tends to conform to the 
natural rate. 



628 POLITICAL SCIENCE QUARTERLY. [Vol. II. 

The wages-fund doctrine has been finally overthrown, and it 
has been abundantly demonstrated that the actual rate of wages 
is made by the productiveness of industry ; but the proposition 
has not been reduced to perfect definiteness. That is to say, 
it is no longer disputed that wages are more when product is 
more and less when product is less, but there is still dispute 
whether increasing production tends to benefit chiefly the 
employer or chiefly the laborer. The decisive answer to this 
question will be given some day by statistics. Meanwhile we 
can satisfy ourselves on two important points. 

The formula of Cobden that wages rise when two bosses are 
after one man and fall when two men are after one boss, means 
that every increase in the number of employers who can make 
a sufficient profit from their business to maintain themselves as 
employers, acts favorably on the rate of wages. And this is 
true, notwithstanding the fact that consolidations of productive 
undertakings, concentrating them in the hands of the most 
competent men, are attended with economy of production. So 
long as new employers can find a place in any industry, and 
profitably maintain themselves in it, the benefits arising from 
concentration have not yet been distributed in wages and 
reduced prices of utilities. The profits of the employers 
hitherto in the field have been abnormally large. It is not the 
intrusion of poorer employers into the field that increases the 
profits of abler employers, any more than it is the actual resort 
to poorer land that increases the rent of better land. It is the 
increasing value of the produce of the best land, due to its 
failure to supply an increasing demand upon it, that makes the 
profitable cultivation of poorer land possible and affords rent to 
the best. The actual cultivation of the worst land that can be 
cultivated with profit establishes a limit beyond which the value 
of the produce of the best land cannot rise. But for the prod- 
uce of poor land the owners of fertile land could obtain famine 
prices. 1 So of employers. If there is any condition necessi- 
tating a resort to poorer employers it is the failure of the best 

1 Malthus understood, ot at least stated, the cause of rent more accurately than 
Ricardo. Cf. James Bonar, Malthus and his Work. 
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employers to supply the demand for employer functions. The 
number of men of superlative business genius is small, and the 
powers of the ablest men are not unlimited. If there were no 
resort to a commoner grade of talent the value of the employer 
function would rise above any assignable price. So far from 
deducting in any way from the laborer's real wages, the multi- 
plication of employers who can sustain themselves above bank- 
ruptcy reduces the prices of goods and increases the wages of 
labor. 

Does a condition of improving industry tend to multiply 
employers ? The true answer to this question is that the num- 
ber of employers tends to multiply just as far as the more 
gifted employers, or combinations of gifted employers, fail to 
discharge the employer function with decreasing cost to the 
community, thereby leaving for real wages an increasing portion 
of the total product of industry. This law is absolute. That 
combinations economize production we know. It is one of the 
most striking phenomena of modern industrial life. It is as if 
the owners of superior lands should discover some means by 
which increasing investments of capital in agriculture should 
yield increasing, instead of diminishing, returns. They could 
then drive the cultivators of the poorer lands out of the market 
if they chose, but only by dividing their increasing gains with 
consumers. Should they attempt to retain all, the humbler cul- 
tivators would again meet them in the market. It is the same 
with employers. Centralization of the employer function and 
the extinction of the smaller employers is possible only by con- 
veying to the laborer a larger share of product than he previ- 
ously enjoyed. There is, indeed, a limit in every industry 
beyond which the intrusion of new competitors will ensure the 
bankruptcy of some ; and when that limit is reached the 
stronger survivors endeavor, by a judicious policy as to prices, 
to hold the field. But there remains the limitless domain of 
new utilities, and the specialization of utilities depends not only 
on that geographical extension of the market which Adam 
Smith described, but even more, under modern conditions, on 
the productiveness of industry, the greater or lesser incomes of 
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the people. When a man's income is increasing he does not 
increase all his expenses in proportion ; he adds some new ones 
outright, purchases some utilities that he did not enjoy before. 
When his income is decreasing he lops off some at a stroke. 

From all this it would appear that in communities enjoying 
increasing prosperity the actual rate of wages must tend con- 
stantly to conform to that true natural rate which is at once 
the economical and the ethical rate. That this is, indeed, the 
real tendency in the industrial nations at the present time, 
there is much reason to believe ; but there are, unfortunately, 
many exceptions extending over large areas of population and 
through long intervals of time. To conform to the natural rate 
would be the real tendency everywhere and always, if competi- 
tion were always uniform and normal. But in the actual indus- 
trial world competition is never uniform, and because not 
uniform it is often carried to ruinous excess. 

V. 

I have elsewhere shown that the competitive process, judged 
by economic or ethical standards, is inherently defective, 1 and 
this because, like all natural processes, it assumes a rhythmical 
form. " Competition begins only after gains in excess of nor- 
mal profits have accrued to employing producers. As a conse- 
quence of this fact, when competition does begin it goes to 
excess." When, passing the normal limit, competition assumes 
that terrible intensity that presages business ruin, the employer 
is driven to every expedient to save some part of his narrowing 
margin of profit. The readiest expedient, the most available 
for the moment, though costliest in the end, is the exploitation 
of wages. In a mild way this is done by tacitly or openly 
restricting competition in the purchase of labor. Whatever 
brings additional employers into productive enterprise and in- 
tensifies competition in the sale of products will naturally in- 
tensify competition in the purchase of labor ; but we must be 
careful not to confound the two processes. To some extent it 

1 The Theory of Profit Sharing, Quarterly Journal of Economics, April, 1887. 
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is easily possible for employers to separate them in their indus- 
trial practice, thereby adding to their profits a sum that would 
otherwise be added to wages. In its worst and most brutal 
form the exploitation of wages becomes a positive extortion 
from working men and women who have been reduced by mis- 
fortune to such straits that all power of resistance is gone. It 
becomes the "sweating" system of the clothing trades, the 
"plucking" system of the coal districts. Between these ex- 
tremes are all those gradations that substitute the labor of 
women for the labor of men, the labor of children for the labor 
of women, and replace the native laborer with a foreign compet- 
itor of a lower grade of life. All these exploitations, reducing 
wages below the true economical rate, react disastrously on 
production, in time, and are contrary to the interests of em- 
ployers as a class ; but they profit for a while, and may continu- 
ously profit the individual employer who can shift upon society 
or his competitors the losses that his practice creates. He 
divides his ill-gotten gains with the consumer, and thereby, 
commanding the market, compels worthier competitors to 
adopt his methods. 

Now to these deplorable results of ill-regulated competition 
there is no automatic correction, springing from motives of 
individual self-interest, that meets the case. The wide-spread 
belief that, if the exploitation of wages is carried so far as actu- 
ally to enrich the employer, the sum so gained, if converted into 
capital, will return to labor, is still shared by many respectable 
economists. It is true to the extent that increasing capital 
does act favorably on wages. In overthrowing the wages-fund 
doctrine economists have somewhat lost sight of the real func- 
tion performed by capital in employing labor. The owners of 
accumulating capital, casting about for productive investments, 
select, according to their best judgment, those that promise to 
yield the best returns. Labor for such new enterprises must be 
drawn, by the offer of increased wages, from other employ- 
ments — to some extent even when there is a large body of 
unemployed workmen, since the unemployed are always the 
relatively inefficient. Even the replacement of old capital gives 
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rise to this process of selection among actual and possible enter- 
prises with reference to their anticipated profitableness, and the 
consequent drafting of labor from the less profitable to the more 
profitable employments. The accumulation of new capital 
amplifies and accelerates it. Hence the ratio of capital to popu- 
lation, though having in its static aspect no such relation to 
wages as the old doctrines ascribed to it, has yet a dynamic 
relation that is definite and important. But when the capital 
has been wrung from labor, the original wrong is never righted. 
The capital has become the property of the employer, and 
has increased his power. The way in which it has been 
obtained has cultivated the disposition to acquire power in 
that way by continuing to exploit wages, even when indus- 
trial conditions no longer afford an excuse. The loss sus- 
tained by the laborer may never be repaired, for degradations 
of men and women are converted into organic changes. A 
lower type of life is the result, and ultimately the reaction 
is completed in a positive impairment of the productive force 
of the community. 

Neither are the evil results of unequal competition corrected 
by efforts springing from altruistic motives, so long as these are 
not reinforced by associated action. The ultimate cure for 
industrial evils is, indeed, in the growth of altruistic feeling. 
Employers must cease to exploit wages, either to avoid loss 
or to increase their profit and power. They and others must 
endeavor, by personal help and encouragement, to counteract 
the tendency to degradation in the unfortunate and discouraged. 
But that these efforts on the part of those who have the dispo- 
sition to make them may avail, a restraint must be put on those 
who have no such disposition. Unselfish men, acting as indi- 
viduals, without reference to each other, would be crowded out 
in the struggle for survival. That ninety-nine fair employers 
may have a chance, there must be some restraint upon the hun- 
dredth unfair one ; and that restraint can be effectively organ- 
ized only by the interests injuriously affected. It must be their 
united resistance and co-operation. 
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VI. 

So we are brought, at last, to consider the action of those 
self-conscious forms of feeling and opinion which undertake to 
govern the competitive process by such means as the policy of 
labor organizations and legislation. What can they accomplish ? 

It requires neither argument nor marshalling of facts to prove 
that by no means whatever can employers be forced to surren- 
der from their gross profits, for addition to the wages of their 
employees, any part of the sum that constitutes the normal 
reward of the employer function. Any attempt, temporarily 
successful, to secure more, would simply drive employers out 
of business and throw labor out of employment. But when 
competition among the undertakers of enterprise is carried to 
its full normal limits there will be no ulterior profit in excess 
of such reward of the entrepreneur function as will maintain 
that function unimpaired. With capital accumulating for in- 
vestment, the competition of producers as sellers of their pro- 
ducts is sure to reach its full normal limits. The only sums, 
then, that can be added to wages by any means whatever are : 
First, the sum labor is in danger of losing, either (1) through the 
failure of employers to compete as freely as purchasers of labor 
as they compete as sellers of products, or (2) by that merciless 
competition which takes advantage of the laborer's ignorance 
or weakness to rob him and divides the plunder between the 
employing producer and the buyer of goods. Secondly, the 
sum that might be produced by calling into action any potential 
manhood and ability of the laborer that actual competition fails 
to develop. Can as much as this be accomplished? 

The power of the labor organization is the strike, actual or in 
reserve, and back of the strike the ability of the organization to 
hold together. Unless there is some ulterior motive for permit- 
ting the strike, the employer can better afford to yield to the 
demand of labor any sum less than the amount the strike will 
cost him and not exceeding the aggregate of the sums above de- 
scribed as possible additions to wages. Let us designate this 
aggregate by d and the cost of the strike by c. Included in the 
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sum d will be a sum d' which, if d does not go to labor, cannot 
go to the employer. It is the sum wrested from labor by the 
illegitimate forms of competition and given to the consumer in 
an abnormal reduction of price, as for example in the case of 
the white underclothing made by sewing women. All that an 
employer can add to his own profit at the expense of labor is 
d—d'. If, now, the demand of labor over which a strike is 
threatened is for a sum exceeding d, the employer has no alter- 
native but to resist until labor is starved into submission or the 
business is indefinitely suspended, since he may as well quit 
business entirely and accept a salary as to permanently surren- 
der a part of the normal and equitable reward of his own ser- 
vices. Again, if there is a good prospect that labor can be 
brought to surrender before the cost of the strike c, plus d' (the 
sum conveyed by competition to the consumer) amounts to the 
sum d, it is the employer's policy to resist it for the sake of sav- 
ing as an addition to his profit the remainder, d— (c + d'). If, 
on the other hand, labor can hold out until c— d' equals d, the 
employer can better afford to surrender at once the entire sum 
d, unless there is an ulterior object to be gained by resistance. 

Such an ulterior object, if it could be achieved, would be the 
discouragement of organized and concerted action by labor, and 
it could be achieved if the sum to be lost by labor in maintaining 
its organization was greater than the sum to be lost by permit- 
ting its disintegration or if the organization of labor limited and 
weakened itself by mistakes of policy. On the contrary, if labor 
must lose as much by disintegration as it can possibly lose in 
defending its organization, and if the amount that the employer 
can add to his own profits by breaking down the organization 
is small at the best in proportion to the sum that labor can gain 
by concerted action, employers will not follow a policy of war- 
fare against labor organizations. 

And these, it is easy to see, are the actual facts. The sum 
that labor has to gain is the sum d. The utmost that the em- 
ployer can add to his profit is d— d', the sum withheld from 
labor by unequal and illegitimate competition, less the sum con- 
veyed by illegitimate competition to the consumer. And the 
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loss by labor of the sum d means, as we have seen, the progres- 
sive degradation of labor. If the loss is inevitable, workmen 
may as well lose by strikes as by competition with each other. 
They can afford to sacrifice in defence of organization all that 
it is possible for them to lose. 

By organization, therefore, labor can secure the whole sum d 
when abnormal competition tends to convey it to employers and 
consumers, and the organization can be broken only by its own 
defects of constitution or mistakes of policy. The principles 
governing the coherence of the labor organization are the same 
as those governing the coherence of combinations of producers. 
It is essentially defensive, not aggressive. It is more or less 
coherent as it is more or less homogeneous in composition. It 
can only correct the results of imperfect competition and bring 
illegitimate competition within normal limits. If it attempts to 
secure more than the sum d, it curtails employment and sets up 
economic reactions against the whole wages class. And it 
must allow to its members the best wages they could severally 
make by their individual competition. Men will join and re- 
main in labor organizations only if they can thereby secure 
better wages than they can secure by individual efforts. They 
will secede if their superior abilities are refused reward, or if 
mistaken policy reduces wages below the sum they could com- 
mand as individuals and still be above the minimum at which 
resort to charity begins. The Knights of Labor in their earlier 
organization violated the law of homogeneity. In reorganizing 
on trade lines they are attempting to conform to it. Trade 
unions have traditionally made the mistake of refusing to allow to 
the best workmen the wages they could command as individuals. 

We need not linger to prove that arbitration and legislation, 
so far as they have to do with wages, are subject to the same 
general limitations as the policy of labor organizations. They 
have to do only with securing to labor the sum d. They can 
add to wages only the sum that would be added by competition 
in the purchase of labor as perfect as the competition in selling 
products, and by restriction of competition in selling products 
to normal limits. 



636 POLITICAL SCIENCE QUARTERLY. [Vol. II. 

VII. 

Must we not therefore conclude that the rate of wages is 
made mainly by the competitive forces, and that the moral forces, 
acting through organization and public opinion, are powerful to 
correct the distributive errors caused by the inherent defective- 
ness of the competitive process, but that, beyond such corrective 
work, they are unavailing ? Apparently we must, if we consider 
the direct process only. But beyond the direct, immediate process, 
is an indirect process in which moral forces have a larger sweep. 
We have seen that on the productiveness of industry depends 
not only the absolute amount of the laborer's remuneration, but 
also its relative amount, the proportion it bears to the whole 
product. And that the productiveness of industry is condi- 
tioned by the moral quality of the people is no new truth of 
either political economy or practical wisdom. Whatever per- 
sonal or associated effort, education or legislation, can do to 
develop the physical vigor and moral powers of workingmen, 
will amplify the product of their labor and increase their in- 
comes. It will narrow somewhat the gulf between the abilities 
and incomes of the few and those of the many. The function 
of the man of business is essentially that of co-ordinating the 
factors and processes of the economic world — labor, capital, 
invention, and superintendence in the factory, supply and 
demand in the market. Throughout organic nature, and no 
less in human society, the co-ordinating function is useful and 
costly compared with the mere expenditure of energy in direct 
and simple ways. If the many are to share in the great rewards 
now enjoyed by the few, they must become competent to assist 
in discharging the functions now discharged by the few. This 
thought suggests another, that, perhaps in a much more direct 
way than has been supposed, the more serious economic dis- 
turbances of modern times, those industrial depressions that 
follow the enormous displacements of capital and labor which 
invention and discovery are continually making, are aggravated 
or mitigated by the intellectual and moral qualities of the people. 
For on what else does the utilization of such changes with least 
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loss depend, than on the ability of the people to make quickly 
and easily the necessary readjustments ? This is a large and 
perhaps a fruitful subject, on which we cannot enter at this time. 
It is sufficient to know that, if not in the way contemplated by 
Ricardo, yet in a way immeasurably more important, the rate 
of wages depends on "the habits and customs of the people" : 
above all on the habit of " acting upon each other not as the 
forces of inorganic nature work, in blind impact and resistance, 
but rather as the forces of organic life, assimilatively — each 
finding his ends in the ends of the others, and all working 
in and through the others for the development of one organic 
social whole, in which each individual is at once the means and 
the end of all the rest." 1 The growth of this habit will contin- 
ually raise the natural rate of wages — the rate below which 
reductions are wasteful and immoral. The competition that 
forces actual wages down to that natural rate — to the rate, that 
is, that rewards a man according to the use he makes of the 
powers with which he is endowed, affording him the means to 
develop them, but not to idle them away — also tends, no less 
certainly, to raise the natural rate, for it stimulates effort and 
quickens thought. It is the chief cause of intellectual progress 
and systematic endeavor. Legislation, arbitration and efforts of 
organizations, so far as they correct the tendency of competition 
to reduce actual below natural wages, play their part also in 
raising the natural rate. Carried the least degree farther, they 
but interfere with the normal action of other forces, and thereby 

retard progress. 

Franklin H. Giddings. 

1 Daniel Greenleaf Thompson, The Problem of Evil, p. 280. 



